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The Role of Value Added Tax on
Economic Growth of Ethiopia

 

DM Jalata

Abstract
The achievement of economic growth is crucial for countries sustainable  development. Recently, Value Added
Tax (VAT) becomes a major worldwide tax instrument which enhances economic growth. Being a tax levied on
the �nal consumption of goods and services, VAT is collected at each stage of production and distributions when
value is added up on them. In Ethiopia, the adoption of VAT to replace the out dated general sales tax as of 
January 2003 becomes the central landmark tax reform. Accordingly, it has introduced a uniform standard rate
of 15% VAT system on most of goods and services. Thus, this paper analyses the role of VAT on economic growth
of Ethiopia from 2003 to 2012 based on theoretical and empirical  evidences. To meet this objective, time series
macro-economic data on GDP, VAT, total tax revenue excluding VAT, non-tax revenue and foreign revenue were
used. This data is collected from Ministry of Finance and Economic Development, Ethiopian Economic
Associations and Ethiopian Revenue and Customs Authority. Descriptive statistics and multiple regressions were
employed to analyze the data. The �nding of the study reveals that as compared to sales tax, VAT boosts the
general economic growth of Ethiopia but the issue of regressively resembling to sales tax still continues. During
the periods under review, the growth rate of VAT was 66.27% on average. For the periods of sales tax, the average
growth rates of GDP were only 2.53%. However after executions of VAT, such growth rate reached about 21.9% on
average. The analysis also showed as the average ratio of VAT to GDP becomes 2.95%. The �nding also reveals
that, VAT, total tax revenue and non-tax revenue except foreign revenue were signi�cant at 5% level of
signi�cance but all of them positively contributed for economic growth during the periods under review.
However, to be effective, it requires strong administrations and cooperation’s of the tax payers with taxing
authority and the government in general.

Journal Identi�ers

 
eISSN: 2305-3372 
print ISSN: 2226-7522

 

About AJOL

AJOL Team (https://www.ajol.info/index.php/ajol/team) 

AJOL Board (https://www.ajol.info/index.php/ajol/board) 

Donors (https://www.ajol.info/index.php/ajol/donors) 

Partners (https://www.ajol.info/index.php/ajol/AJOL-partners) 

Sponsors (https://www.ajol.info/index.php/ajol/npo) 

Contact (https://www.ajol.info/index.php/ajol/contact-AJOL)

Usage Statistics (https://www.ajol.info/index.php/ajol/statistics) 

Journal Quality (https://www.ajol.info/index.php/ajol/JPPS) 

About AJOL (https://www.ajol.info/index.php/ajol/about-AJOL-African-Journals-Online)

https://www.ajol.info/index.php/ajol/team
https://www.ajol.info/index.php/ajol/board
https://www.ajol.info/index.php/ajol/donors
https://www.ajol.info/index.php/ajol/AJOL-partners
https://www.ajol.info/index.php/ajol/npo
https://www.ajol.info/index.php/ajol/contact-AJOL
https://www.ajol.info/index.php/ajol/statistics
https://www.ajol.info/index.php/ajol/JPPS
https://www.ajol.info/index.php/ajol/about-AJOL-African-Journals-Online


Policies

Whistle blowing (https://www.ajol.info/index.php/ajol/whistle-blowing) 

Terms and conditions (https://www.ajol.info/index.php/ajol/terms-and-conditions) 

Non-pro�t Organisation (https://www.ajol.info/index.php/ajol/npo)

  

AJOL is a non-pro�t, relying on your support. 

DONATE  

 

AJOL's largest donor partners: 

 (https://www.sida.se/en)  (https://wellcome.org/)

Click here (https://www.ajol.info/index.php/ajol/registerSiteWide/registerSiteNoti�cations?newJournalsOnly=1) to

sign up for titles of interest.

 (HTTPS://TWITTER.COM/AJOLINFO) (HTTPS://WWW.FACEBOOK.COM/AJOL.INFO) (HTTPS://WWW.YOUTUBE.COM/@AFRICANJOURNALSONLINE896) (HTTPS://ZA.LINKEDIN.COM/COMPANY/AFRICAN-JOURNALS-ONLIN

Follow AJOL 

https://www.ajol.info/index.php/ajol/whistle-blowing
https://www.ajol.info/index.php/ajol/terms-and-conditions
https://www.ajol.info/index.php/ajol/npo
https://www.sida.se/en
https://wellcome.org/
https://www.ajol.info/index.php/ajol/registerSiteWide/registerSiteNotifications?newJournalsOnly=1
https://twitter.com/AJOLinfo
https://www.facebook.com/ajol.info
https://www.youtube.com/@africanjournalsonline896
https://za.linkedin.com/company/african-journals-online

